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Beforethe 
Federal Communications Commission 

Washington, DC 20554 

In 1hr M a l m  ot 1 
) 

Krqursl to lniliaic Section 403 Proceding ) 

Commission Licensers 1 
1 

11110 Activities of WarldCam. Inc. and Other ) 

And 1 R M -  IO613 

Pelition for Rulcmaking ) 
To Es tahlish Standards a t  Conduci ) 

For Telecommunicalion Providers 1 
1 

COMMENTS OF VERIZON ' 
Consiilenl u i i h  i t s  rules. well -setlled policies regarding thc conduct and characler of 11s 

l i ccn~ecs.  and pas1 cnlwccmcnr prcced CIIIF. Ihc Federal Communicalions Commission 

(Conimis\ioi,.. or .TCC ' )  should i s w r  a n  order for WorldCom Inc. ("WarldCam" or lhr 

Company") to sliou cause "h! ils FCC licenses and authorimtions should not be revoked. The 

record helbre the Curnmi,iiun loday conlninc wT[icienr undisputed rvidcncc o r  wangdoing 10 

. iusli l j WorldCam's disqualiticatiun to hdd  m y  TCC aulhorirarions Moreover. as discussed 

hclnu. WorldCom's rcpealcd Liulalions have causcd significanl h a m  to !he lc lcco~nmunicat ior~ 

mducir? ihai would hc exaccrhaicd i i  WorldCom wwc allowed IO reap f m h o  competitive 

ildvim~ake lrum ils niisdccds 

I. INTRODUCTION AND SUM MARY 

WorldCom cngaged i n  fraud u f  unpreccdcnlcd magnitudr -a fraud [hat ended w lh  l l l c  

largcil hnnkruplcy in corporslc lhislory lnves l i fal iani to dalc have made clear that WorldCam is 

Ihd Vcr i~on Tclsphonr Companies ('Vcriron'.) art: ihe affiliated telephone companies of 

\'sriran Communicalions Inc .Thest cumpanics arc l i i led in txhihil A .  
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a cinnpany that is imhucd with a cullurc u f  fraud. Over more ihan lhrcc years. WorldCom's 

senlor m;uiagcnlml and a1 least one board memher iraudulently inflated the Company's rrvrnua 

and prnlilr 10 manuiac lure over $9 bill ion in value that did not exist. all IO hide the results i ts  

flowed hwincss stralcgics 

WorldCom's iraud has had enonnuus negative consequences not only for its oun 

?hareholders. empluyres. and  C U S ~ O ~ S T S .  but also for the entire teleco mmunicaliow sector. 

WorldCam has imposed hillions of dollars nl'cartr on companies thraughmt thc industry. I ts  

aciions have driven some ot  its compctitors into bankruptcy and h a w  contributed to a glut o f  

cxccss capacity 

iroiii bankruprc! 

illloiv il IO cngage in furrhcr deslruclive pricing bchaviur 

injury WorldCom cunlinue, Iu claim [hat the Commission should provide i t  wilh s t i l l  rudhcr 

wh\ idirs lix iLs flaned husiness slraicgics by allowing it IO use the nrtwurks ofothcr carriers 

~omplcld) risk Ircc. \\ i lhour making any investments ut' i t s  own the way honest comp etitors 

lhari. Iu do. and a1 priccs that arc \wII bclmr cos1 

Yet !no\+, MurldCom 

wilh ast.ls i l  never rhould lhaw acquircd and with a COST ~tmcture  that will 

At Ihe same liinc, 10 add insult to 

i s  p o i d  I (1 reap rurthcr gains from its fraud by emerging 

The Comniicsion i'annoi allan WarldC'om IO profit from i l s  rcpeated and willful 

viulaliims ol ' law.  including fake slalcmmli 10 this Commission. Some parties will no doubt try 

10 cas1 WorldCom's ~ w v i v d  as a cumpan) a, a compcrilion issue I t  is not. WorldCom's assets 

are m place aiid unqua l i unh ly  wi l l  he used to probide service in the relcvanl markets. 

qiisqlion conRonling [he FCC i? whether those P S S ~ ~ S  will be controllcd by WorldCom - a 

company [hat \ \as built on a Ibundation. and i s  imbued wilh a culture. 01 fraud -or by a tnav and 

honcci omner with a l i i ir C O ~ I - ~ I ~ ~ ~ C ~ U T C  set by the Rec !murkel 

Cornini\sion must imir \ r r  dircclly 

The 

Thai is  Ihe quesliun the 

Ai id it is a quehliun that should be an swered withnut 

L 



conmcncing a new proceeding io cstablirh burdensome n c ~ i  requirements for the rcst o f i h r  

industry. Ihe result 0 1  which would be to impose st i l l  lurthrr costs on honest companies 

WorldCam 8 a class of one and should he addressed as such 

II. FACTUAL BACKGROUND 

WorldCom lhai perpetrated the -.largrsl instancc or corporate fraud in the history of U.S. 

conirncrcc.. ' Simply put. thr Company -!kith the knowledge and enthuiasiic panicipaiion of 

i ls  S C I I ~ U T  inanagemciil and at least one member o f t h e  boa rd o f  directors -inrentionally 

defrauded millions 01 in \cwrs.  creditors. and vendors. A i  I c a i  ihrcc scparatc but inlcnelatcd 

liauduleni schrrnrs rxtrndrd over a prr iud of rnurr  than lhrre years. 'These scherncs painted a 

talss pictrirc o f  Worldcorn rwenuej , capital expenditures. and profitability during that period - 

in essence "coakng -up.' over $9 bill ion in value that did no1 exist ' As the cow-appointed 

Lhmincr .  lormcr Ai lonq  Ccncral Dick Thornburgh. described i i  in his Firs1 lnierim Repon 

WorldConi engaged iii -.a coiiccned program of manipulation that gave rise to a smorgasbord o i  

Raudiilrnt journal e~itrici aiid adjustments." Whenrvrr "WurldCum's rrvenur figiircs did no1 

111cr.1 or exceed ihe budgeted aiiiounts. the Company would mcrci l ie improperly revcn ucs '. ' 

' Chrirtuphcr Slcrn & haihlccn I h y .  U.S. Readyto Charge WofldCom Ex-Ofkers:I hc 
Waqhinginn POSI July 26.  2002. at mi. 

' 
5 .  2002. 

WorldCom SaysRestafementsCould Top 9 Billion Dollars, Agcnce France -Pressc. Nov 

WorldCom, Inc . Firs1 Intcrim Repon of Dick I hornburgh, Bankruptcy COW Examiner. 
Casc No. 02.15533 a1 105 (Bankr. S . D N . Y . )  (Nov 4 .  2002) (.'Firs[ Thornburgh Repori") 
(atiachcd as Eyhibil B hrrrm) Attorney Gcncral Thornburgh's findings are based on [he review 
o t  millions aldocumsnis as uell as trblimonial cvidcnce. including inlerviews with cumen1 and 
past WorldCo m employers. Id. at 4 .  

Id ai 8 
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To accomplish this. WorldCom iniiially "manipulated its reporied financial performance 

by drawinf down cxccss or atho  reserves inlo camings." ' This scheme involved the conscious 

i~i t lai ion of inumcrous rcscmc ~ C C U W ~ Y  and then the use o f  lhesc accounrs as a financial "cookie 

Jar" Iu draw down uhen rruc rcwwcs  did no1 mrel Wall Slrrcl eslimales. 

praclicr w a s  employed from 1999 tlirough 2000 and accounred for approximalely S2.3 bill ion or 

  no re in fillsified revenues duriiig ihai perio d ' The Company could have conlinued lhis praclice. 

Attomry (ieneral Thornburgh found. had i i  been allowed to merge uiih Yprinl in 2000 because 

Ihe "combinalion \rudd lhavr allowed !he Company no1 only IO replenish i ls rcscwcs. bul also lo 

iiicrsass [hem d ramalicall  ... Wirh the dsmise of the Sprint Iransaciion, however, "WorldCom 

did nor have adequate cxcess rcsrrw, Iu draw d w w  as B vchiclc to increase earnings going 

hv.itrd.~' 'I  

This fraudulent 

111 cridcnl rcsrch uf anolhm friiuduleni accounling rechnique. ihs Company. shortly 

Ihrrur1i.r. "look l h r  bril icn a i d  radical ciep ofcun\cn ing subsinniial panions of i ts  line cusb 

inlu capital w m s "  l o  l~h i r  improper capilali/aiion o f  line costs coniinued for five quaners. from 

2001 to 2002. and resulted in an u\-t.rsialenicn1 ofcnpilal invcstmeni and underslatemcnt of 

cxpcnsrs ofmorc  llian $3 8 billion. Ihe scheme rcsullcd in ~ a ~ i  overslatemrnls of  WorldCom's 

capital expenditures 

IHowell has noted, could no I hare hren misrcd by icnior managemmi and the board of direcrors. 

and cr i i r ing capilal assets. a fact ihol. as accounling expen Roberi A 

Id 

Id. a i  108. 

Id. ai  8. 

Id. 

l o  Id. 
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lT lhc C t O  and Board of Dirrcrors should not have missed this 
Onc. I assume that rhc Board. on Ihc guidance o f  ihe C[!U and 
srniur tinancial sram. has lo approve lhe annual plan; includin g 
capital erpcnditures WorldCom reponed that !he company spent 
around $8 hillion on capilal cnpenditures in 2001. We now find 
out that this numher is ovcrstalcd by $3 billion. So the company 
actually spent around $5 bill ion for capital expenditures. It would 
secm (hat th i i  number inust have been around !he amount included 
in the 21)01 plan Whcn thc actually reponed tiumbers come 
through a1 $8 hillion, thc s i x  of thc difference would seem too 
largc tu rnis,. unles people were asleep, or ueni along w i i  h the 
.'program.. Neither choice i s  wry good " 

Finally, Atturney Gcnrral Thurnburgh's r rpon alludrs to a third colleciion o f  schemes 

dcsigiicd 10 intlale revenues improperly 

hcI\rccn WorldCom suhsid iaries. misstatement or goodwill. possible improper capitaliiation o f  

hhor cwts and impropcr accounring trealment o t  [he tinancial results 0 1  certain majority -owned 

suhridiaries. 

I~he nrxt report by Alrarncy (kneral 'Thurnburgh -which will b r  issued in early March - i s  

rup<.crcd to address these scheniei in greater detail. as i s  Ihr  report being preparcd by thc Spccial 

hvnugat ivc  Committed of WorldCurn'i h w r d  01. dircctors 

I' These include improper accounting for transaclions 

Somc 01 thccc schcrncs m a y  rcnch hack .'at l c a ~ t  io 1998 and likely earlie r."' 

This course ofconducl. which extended OYCT more than  thrcc ycars and inralved 

nu i i i c ro~s  memhers ol'ccnior management. war pan o f  a corporate stmlegy to enhance illegally 

tlw coinpetitivc position o i  WurldCum at Lhc cxpcnsr o t  its competitors. As Alloriicy Gcner a l  

5 
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iliurnburgli found. WorldCom's managemenl delrmined thal "campetilion and capilal 

requirements in the tclccommunicalions industr) would rcsull in consolidation a f  compelilors 10 

a tcw dominanl compiinies" and thal, "to survive, WorldCom needed to grow i t s  scrviccs. 

~ ~ ~ l i i m r r  base and fac es rapidly and continually." '' In addilion, '~investmcnl in  new 

Ischnologiss was crilical IO reducing marginal costs. attracling customers, and meeting their 

dcrnand for inew and hcllrr scnices" l 6  As  a resdl.  WorldCom nccdcd Io grow. and 

rhe ~ O S I  eWetzutibe means 10 grow wa) the acquisilion arexis l ing 
tclecornmunicatiom companies wilh dcairablc shares o f  geographic 
or scrvicc niarkels . . . Public slatements by WorldCom 
cxccuIivcs suggest thal these acquisitions weir inlcndcd IO achieve 
strategically bruadrr geographic covcragc of the Company's 
scwicc?. more and better transmission Facilities. new scrvices 
(such 3s data Iransmission. Inlcmcl. web hosting and w~rcless 
services). and ncw markers. I '  

Dccausc the Company lacked rxibl ing capilal to fund these acquisilions. ils stock became 

As a result. "ihr lwl that kcpi Wor1dCam.i acquisiliun engine running ai  a very high speed" 

the Company 'needed to kccp its slock price a1 high lricls 10 continue i ts  phenomenal grow h...I9 

11) order to mthte its swck pricu. .'WorldCom 

.q,cclaiiuni 01 sccuriiics analym." which "crwied a n  environment in which rcpotling numbers 

put rxlraordinary pressure on ilself lo mecl Ihc 

'' Id a i  I I 

l 6  Id at I I 

I' Id According to A l l o r n q  General Thornburgh's rcpor~. WorldCom .'acquired other 
tclccommunicalions coinpanics i l l  an unrelcntinp pace -ovm 60 acquisitions in just over 15 
)cars'. from 1985 10 2001 Id. 

I' Id a1 6 .  111 fact. Atlurnc) Gcneral Thornburgh found that "WorldCom grew in large parr 
bccausc Ihc valuc of  11s suck rosc dramatically " 

I "  Id at 6 

Id. Seealso id. a1 99. 

b 



thal inrt those expectations. 110 matter lhon these numbers we re derived, apparently became mure 

imponant that accuralc tinancial reponing." '' 
A I  ihc samc 11mc lhat WorldCom was capping its acquisition spree, i i  \bas busy infusing 

its husinns Hiih billions ol'dollars o f  hudulcnt ly  acquired debt. Between 1999 and 2001. 

WorldCom incrrasrd irs outsranding long -tcrm dcht from $13.1 hil l ion 10 more than $30 

billion " 

equipmcnt. cuslomcrs. and facililics that il holds to this day I I is. rhcrefore. no overstalcmcnl 10 

say ihal WurldCom ib a conipany hui l l  on lraud. A large and unscgrcgablc pan o f  its currrnr 

business is  h e  fruit ol' its cr i i i i r  Many u I  lhe aiseis cmsidcrcd pan or the iicstate" in 

WorldCom's bankruplc) would not be a pan of thn t  estate but far the Company's illegal coilduel 

WorldCom uisd r h w  hinds to cxpand i t s  business and rund i is operations. acquiring 

~ l h c r c  arc at Ica,~ iour indcpcndent reasons why the Commission must lake immcdiale 

ix l ion to remedy Ihc <ignificanl puhlic inlcrrsl h a m s  WarldCam's conduct has causcd Fjrsl ,  

WorldCom rrprarr dly lied 10 !he Securities and F.xchange Commwion ("SEC) and FCC in 

rcporiing iis r c v e n u ~  and capital expellditursi. WurldC'om also made misrepresentalionr tu Ibis 

( ' w m i m i o n  in other lilings 111 panicular. WorldCum ohtaincd approval far its mulfi -b i l l  ion 

dollar merger with Interm~dia Communicalioni Inc. ("lntemcdia'.), i n  pan, by providing the 

Commission with f a l x  ~t i l t~ment s  aboui Wor1dCom.s financial condition -statements upun 

which the aeency rclicd ii i dctcrmining thar the Innsaction mas in the pub l i c  interest 'Thcsc and 

oihcr HorldCm misstaternenis arc now documenied in guilty pleas entered by ils officers and in 

'' Id ai 7 

'I WurldCam. In'. Annual Rcpon lor Ihc Year Ending December 31, 2001, SEC Form 10 
K at 3 3 . 3  (filed Mar 13. 2002) ("WorldCom 20ni IO-K'). 

7 
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the Company's cunscnl agrecment wi ih the SFC. Yet. in direct contravmtion of Commission 

tules. WurldCotn lias done nuthing to corre~l  I hese wil l ful lalsr statements madc to the 

Cmmissian 

Second WorldCom. through i t s  principals. engaged in non -TCC relatsd crimes and 

misconduct that should diqqualif) it from holdiiig Commission authorizations As indicated 

ahove four smor  mrnagerr a I WorldCom. including one corporate otlicer. already have pled 

guiliy 10 numcrous I l u n )  charges in\olving fraudulent conduct. A fifth former corporate o f i c c r  

a i d  iormcr memhcr 01 the board of directors stands indicted Concerted criminal activity by the 

ienior managcmcnt U T  any tCC licensee ovm a period spanning more than three years compels 

Commission action l h r  FCC has suspended or rcvokud l icensri for substantially more isolated 

and Icsc cgrcgious non-tCC related criminal c o n d m  in ihc pasi 

Third. WorldCum's actions h a w  causcd (and cnniinuc io cause) suhstantial harm to 

compcli i im in rhr commmications markcis. WorldCom hac s c i ~ c d  an unlair competitive 

ild>antagc by: (I) acqiiiring lacililics. pcr\onncl. and ~ u s t ~ n i r i s  through mergers and 

:icquis itions that wcrc tinanccd hy ihe Compan)'~ fraud and that  would !not othmwiie have 

uccurrrd: ( 2 )  forcing campcritorq to Ih~wcr p r i u s  1 0  ruinously low levels in order io compete .riih 

phantom rcwnur and profit inumbern: (;) obtaining financing through dcht i nstrumenis issued on 

larorilhlr ternis predicated 011 the Company's lraiidulent financial reparring; and (4) incurring 

larps BL'COUIIIS rzcciwhlc crith other carriers that rclicd upon the lalsc financial picture painted 

b) WorldCom's finudulent mnnipularinns. 

Fourth. ihc Ciiminissioii should not : i l l o ~  WorldCom t o  protit frwn i t s  fraud at ihc 

cxprnse of thr rest ~ I ' t l i e  industry. ~Thc cuntinud use o f ~ l i t l e  II and l ? t l e  111 auihoriiations by 

I, 

~~ SEC Y. WorldCom, Inc., Civi l  Action 02 CV 4Y03. Judgmcnt o l  Pcrmancnt Injunction 
Againsr Dcfendmi U'orldCom Inc. (S.D N . Y . )  (Nov. 26, 2002) ("Conscnt hgreemeni'). 

8 



WorldCom i s  not in the public interesl WorldCom's acquisilion sprec was n 01 ihe product of a 

prudrn! and cohcrenl husincss plan. bul rather pan and parcel o f  continuing (and conceding) its 

iraiiduleni cnnducl In ai l  i i idui iry alrcady plagued by overcapacity and declining demand, 

allowing WorldCom 10 emerge Irom hankruptcy wirh unfair compslirive advantagcj gained 

~ o l c l y  ihrough fraud i s  nul in ihc puhlic interest The Commission should direct WarldCam io 

show cause why it should in01 be siripped of ils licenses. 

I b r ~ c >  should be allomcd in dcicrminc ihc highcsl and bcst use of Wor1dCom.s asseis ?his is in 

ihc hesi inturcsi o f  WorldCom's employees. ils cuslomers. and ihc long - t e rn  health o f l h c  

iclc'ommunicilliu,,, i i idusly. hecauss any huyer of WorldCom's asscts. having paid fair market 

\ a l u c .  w u l d  h a w  a cos1 siructure 0 1 1  par wi lh the Company's honest compeiirors. 

111. THE FCC HAS ROUTINEL Y INVESTIGATED AND REMEDIED VIOLATIONS 

If i t  cannot meet lhat burden. markct 

L C H A R A C l t R m T I  ONS m. 
~I 'he Commission has clcarly aniculalcd standards o f  liccnscc bch avior ihat apply lo 

WurldC'oni 110 Izss than to any othcr Camniision licenscc. AI thcir corc. those standards require 

that FCC I~ccniccs be Iruthlul aiid candid wirh rhr Comniiisiun and other govcrnmrnt agencies. 

ilia1 ihcy 1101 \ idatc Ihc la\%. a id  [ha1 they nu 1 r n p g c  in anlicompetiiiw activilies 

A. The Commission'sCharacter Qualification PoliciesAre Well -Defined And 
Well - tstablis hed. 

Evaluation 0 1  ihc characicr 2nd tilnccs ot'paniei seeking IO becomr or rcmain FCC 

licciizucc i s  a primary conccm <>I Ihe Comin ission -deemed so impanant. in fact. that Ihc agency 

ha-, emhodicd and periodically r c h u d  i h o x  siandards in a Character Policy Stalernenl" 

'' 
Policy S i a t m m r .  102 F . C  C 2d I179 (1985) ("Characler Policy StalemenP').modified. 5 FCC 
Kcd 3252. 3252-53 (11)90). recon. granled in part. 6 FCC Rcd 3448. 3448-49 (1991), modified in 
part. 7 FCC Rcd 6564. 6566 (1992). A l lhwgh characlcr slandards were originaUy applied l o  
hmadcast liccnsces. ihc Commic\ion has Ibund lhal lhc standardr "can provide guidance i n  ihc 
c ~ n i m u n  a r r i c r  arcs il, well..' MCI Telecommunications Corp.. Ordcr aiid Notice of Apparcnl 

Policy Regardmg Character Qualificalions in Broadcast Licensing, Repon. Order and 



Iiislorically, thc primary focus 01' ihs Commirsiun's characicr rcquirments has involved "FCC - 

re la led hehavior - ; .e ,  whether a licenrre or potential licensee is  "likely io he forthright in iis 

dcalings ~+rl lh the Coinmission and IO operate consirtmt with ihe requircmcnts uf the 

Camnwnicaliuns Act and the Comniisrion'r rules and policies." SpcciRcally proscribed arc. 

( I )  [making inleniinnally Talsr. or misleading statements lo t l ic  Commission; (2) willfully or 

rcpratedly violating 1hc Communicalions Act or FCC rules. and (3) willfully or rcpcatedly 

vinlaliiig such oihcr laws. rcgulatiuns. or standards o f  hchavinr as lo call inio qucstion the 

1 r u ~ i w l l h m o . s  of the applicant '' 
I'hc C'urmnissmn also lias ideiitificd cerlain "non -FCC -relaled" behavior as relevani to its 

charncar requirenmic 0 1  ipcci l ic intereYt io ihe FCC arc: ( I )  fraudulent misrepresentations to 

an01 her govanmental mil. (2) lrlony convictions: and (3) anticonipetilive actions or vinlations 

01 ihc aniiiruci laws 2 h  Fakc z l a i c n m i s  10 anoihcr govmmcnt agency are of panicular concern 

to ih? Commission hccausc n l ' ihc "iiekus beiucen frouduleni repreic ntatiuns io anothtr 

(Conrinucd . . ) 
ILiabiIil), 3 I C C  Kcd TOY, 515 n 14 (1488). and has routinely applied the slandards Io ci ir icrs 
holding Scction 2 I 4  n u t h o r i m m s  and Title 111 licenses, e.g., Soulhern New England 
Telecommunications Corp.. Memorandum Opinion and Ordcr. 13 FCC Rcd 21292. 21305 
(1998). 

Character Policy Statement 102 F C  C 2d at 1209. In debeloping Ihe Characrcr Pnlicy 
Slasmenl. 1hc Commission said lhat i i  '. lbcucd on ipecific traits Lrhich are predictive or an 
applican1.s prupcnsily to dcal honestly u i t h  the Cummission and comply wilh the 
C'oiiimunicatians Act and IIW Commisiion[']s rules or policics .. Characler Policy Slalemenl. 
102 I . C , C  2 d a t  I I ~ Y  

'' 
h a  dc\crihcd thc duly o r l i c m w  condor as "hasic and well know.. '  See,e.g., Sealsland 
Broadcasling Corp. v. FCC, 627 F.2d 240. 243 (D C. Cir 1980). cerf denied, 149 U S 834 
(19x0) ("Sealsland"): Golden Broadcasling Systems,Inc.. Decision. 68 F.C C.2d 1099. I101 -04 
(1978) Seealso 47  (' F R p 1.17 (requiring truthlul w i i l c n  rtatemsnls in f i l i n g  with the 
Commission and prohihiling misreprssenraiiuns and wil lrul material omissions). 

Characler Policy Slatement 102 FC.C. 2d at 1208- 12 In particular. the Commission 

Characler Policy Slatement 102 t .C C 2d at 1196, 1209 

10 
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go\cnimcntal unit and the pussihility that an applicanr might engage in similar hehavior in its 

dcalings with the Commission.'' '' Furlher. the FCC has suggested that "in an era of increasing 

rsl imcs 011 marketplace 

markclplacc might hc a prnpcr matter for consideralion." 

forms to achieve pub1 ic interest goals. fraud which negatively affects rhe 

6. Until Now, The CommissionHas Routinely Used Its Character Policy As The 
BasisFor InvestigationsOf And Enforcement Actions Against FCC 
Licensees. 

Where there is  crrdihle widcncc o f  wrongdoing. the Commission has routinely 

iiwcrtigated wungdurr, and taken steps to rcmcdy any market hams rheir wrongdoing has 

caused. 111 doing so. thc Commission has employcd the full rangc ut" its invntigaroly powcrs tu 

d i s c a ~ r  wrongdoing  including requiring iwom statcmmls. depositions. production of  

documcntag evidcncc. and cvidcntiar) hearings '' I n  appropriate cases. rhc Commission has 

dirquslificd companisr from holding I.CC aurhoriwtiuns lo rundamenral Iy. thc Commission's 

chdrilctcr rcquircmcnts arc oiinrd at cncuring thar its Iicwscts. as -"fiduciaries o f  a great public 

I' Id. 81 I 196 

Id at I198 

'' See.e g ,  MobileMedra Corporatron , Ordcr LO Show Causc. Ilearing Designalian Order 
and Nuricc uf Opponunity fur Hearing Ibr Fork lure.  12 FCC Rcd 14196 (1997) (inslittiling a 
licaring io inve stigatc questions of licensee-s lack o f  candor afler extenbirr inwstigation 
inchding depositions of Ihc company's boaril uf directors): Norcom Communications 
Corporabon . Ordcr to Shmr Cause. Hcaring Derignation Order and Notice o f  Opponunity for 
l l raring lor l.orfciture. 13 I X C  Ked 2 1493 ( I Y Y X )  (hearing to mvcstigate unauthmi~ed transfer 
afconrrol) JamesA. Kay, Jr , I O  FCC Rcd 2062 (1994). Marc D. Sobel, Ordsr to Show Cause. 
l leariiig Dcsignarmn Order and Noticc olOpponunily for Hearing lor Forfeitur e. 12 FCC Rcd 
32% ( 1997). The Lutheran Church/Mmouri SynodFor Renewal of Licenses of Stations 
KFUO/KFUO -FM Clayton, Missouri. Ilearing Designation Ordcr and Notice o f  Opporruniry For 
Hcaring For Forfeiturc. 9 FCC: Kcd 914 (1091) 

j0 

13599 (19YS). Radio Carrollton . Memurandun) 
(197n); Grenco, Inc.. 39 I C  C 2d 732. 737 (1973) ("INlo one is allowed 'one h i t  at the apple 
of dcccil.. ) 

CCN, Inc, Order io Show Cause and Nolice of  Opponunily for Hearing. 13 FCC Rcd 
Opinion and Order. 69 FC.CZd 1139. I146 n20 



rccource.' wII 'saticl) the highat slnndards o f  charaacr commrnwratc with the public I ~ U S I  ihat 

is rcposrd in them '.. ' I  

l l istoricil l ly. tlie Commission has nor rolcralcd dishunary in licensees or applicants, 

parlicidorly dishonesty in dcaling with ihe FCC itsell. In fact. the Commission has found that 

"lolnce u t  find that we cannot rely on a licensee's representations 10 us. the only 

penall! i> rcvucal i~n uf the license.' ' I  I.or r'xamplc. in PassWod, Inc., the I C C  rrvokrd a 

radio cnmmon cilnicr'\ liccnscs an ihe grounds t h a i  II had "rcpcaledly and deliberarely 

oiisrrprescnted and conccalcd Iiacls UYST a lhree -year period in t o m s ,  correspondencc. and 

pleadings.'. '' noting that . 'It]hc only apprupri;its rrmed) h r  such flagrant. unmitigated disregard 

o f  liccnscc responsibilily IS rciucatiun" 

suiiable 

Ihu Comrniwion ha, hcrn paniculilrl\ intoleran1 o f  deception regarding a l icense's 

linmtces. '' For example. in RKO. Ihc Cnmmiscion dicqualilicd a licensee that "knoMin& 

certiliril tu the Conmiss~>n that certain iinancial repnni were complcte and accurate when [ill 

' I  

lnc . 329 (1.5 223, 228 (1946) ('RKO'.). 

'I Sealsland. 60 F C C  2d a1 157 (rcvoking liccnse because the owner and officers o f  the 
l icei ixc cumpany made drliber;ltc mi irepruscntiltions and other iniislcading and deceprive 
w t c m m i s  to the Commission in order to concsal improper tinancial practices); RKO General, 
l nc .  Drciiiun. 78 F C C  L d  I (1980). affd, 670 F 2 d  215 ( U C  Cir 1981) (dcnying an 
appl ica lm based upon applicaiir's lack of candor iii proceedings before (he FCC). 

RKO. General, Inc. v.  FCC. 670 F 2d 215. 2S2 ( D  C. Cir 1981) quolfng FCC v.  WOKO, 

SeePass Word, lnc . Order lo Revoke Licenses. 76 F C.C 2d 465. 5 I 8  (1980). affd , Pass 
Word, lnc v FCC. 673 F 2 d  1363 ( D C  C.'ir 1982) 

'' Id at 519 Notably. I'ass Word had requcsted that thc FCC impose a forfeiture in place 
o f  rcvocntion. Thlhc FCC denizd this request stating "[qorfeiiurc is not an appropriate sanction 
where wi l l tul  eflorts ro deceive the Cummission h a w  lakcn place" 

Is Sealsland 60 t . C C 2 d  ai  157. RKO. 7R F.C.C 2d ai 80-81 

Id. a t  520. 

I? 





A. 

Io help conceal i ts  lraudulcnl and anticompetitivc schemes. WorldCom no8 only 

dccribed investors. vendors. and cons~iniers. but also inientionally deceived regulators. including 

the t W  WorldCom submitted to this Commis sion much o r t h r  same false financial 

in lomation lhal il suhinitlcd to Ihc SliC belween IY9Y and the first q u a n a  o f  2002. '' For 

cxamplc. as required hy Section 4; 2 l (b)  of the Commission's rules. WarldCorn appcars to have 

lilsd t i i l h  thr FCC "beritird" cupirs of fraudulent IO -K  reports. " These fraudulent submissions 

Ihn~e  tainied ever)rliing from Ihe accuracy oi' Commiisioii rcports on the iinancial health o f  the 

t r l r w n m ~ n i c a l i o n ~  industry (w'hich scrw a i  ul l ic ial  rccordi o f  the slate of thc 

lclccommunicalions imarkel) 10 the Commission's and othm federal and state gavmmenral 

iigcncicr' awssmcnis 01 marhelplxc conditions and development o f  regulatory policies 10 the 

\Iralcgic dccisions 01 alher induslr) panicipants and Ihe investment decision, o f  innurncrab IC 

iii\'mInrs. I' 

WorldCo m Repeatedly Lied To The Commission. 

M o r r o ~ r .  thrx and uthcr I4ic subniissions also coillaminated the Commission's 

iipproriil "I' UorldCom's acquisilion o f  li i lermsdia Communications Inc. ("lnlcriiicdia") and its 

'' 
Relcacc (Aug. 8, 2002). available at 
hllp /AWL\ ~cor ldcon i . c~ in~~ loh ; i l i ab i ,u l l i i c~~ i /nc~rs2  ml')ncwsid=?l I I&modc=lung&lung=c 
B w d h  .530&10 ut=/glohdl!;ibuul/dilangl~iiks-ril'l ( last visited Jan. 29, 2003). WorldCom 
Announces lntenfron to Restate2001 and FIrsl Quarter 2002 Hnancal Slatemenls Press 
Rclcasc (.lune 25, 2002). available at  

WorldCom Announces Addilional Changes to Reported Income for Prior Periods, Press 

. ~~~~~~ ~~ ~ ~ 

~~ - 

"' UCC Inbmmal Ohjcction at 16- 19. Some n f  thc fraudulent certifications and veritications 
IO the FCC appear IO h a w  hcen signed b) thcn-Scnior Vice Pres idm and ControUer uf 
WorldTom. David Myurs. \\ho i s  now a convi'zrd felon 

I '  Id. 



controlling iiiteresl i n  Digex '' and violaicd Section 1 17 of the Commis sion's mules, which 

q u i r e s  lhni a11 written ciaicmenls io ihu Cummission b r  truthrul. " In applicaiions for FCC 

approval of thni iransclion. WorldCum M s c l y  reporled ihai it had $37 hillion in revenues tor 

I999 In addiiion. ilir Company ills" assencd io ih r  FCC ihal (I) the transaciion w a s  .x r i i i cd 

for r)igcx.s luiurc g r w i h  and dcrclopmeni' 

WorldCoin-s 

needed for capiiill rxprnd i i  ilrm and vprraimg eyptnscs" Further. in documcnn filed with ihc 

applicillions. WarldCom rcpresenlcd thai 11s SEC f i l i n g  complied 'in a l l  malerial respecis'. with 

h e  securities laws m d  SFC regulations and ianiainrd no .-untrue siaIcmcnI of  a malerial fa cl nor 

om~i icd io  staie a maicrial Taci " ' 6  hnal ly  -and perhaps mosl astonishingly -WarldCom 

wananled Ihai i l s  l inancid staremenis filcd n i i h  ihc SEC complied 'in a l l  malcrial respccti with 

ihr accauniing rulcc. [had heai l  prepared iii accordance bxith GAAP . . and fairly prcscnl(cd1 in 

dl mairrial respecis ihc con idda ied l inmcia l  position 0 1  (WorldCom] iind i l s  consolidated 

hccaux it irould providc Digex ''acccss iu 

capital.. . and (2) the lraiisaction would provide lnicrmedia "access to financing 

~ ~~ 

intermedia Communicalions Inc., Transferor, and WorldCom, lnc., Transferee, for 
Consenl lo Transfer Control of Corporations Holding Commission Licensesand Aulhorizalions 
Pursuanl to SeclionsP14 and 310(d) of /he Communications Act and Pads 21, 63, 90, 101. 
Memurdndum Opinion and Ordcr. 16 FCC Kcd 1017 (2001) ("lnlermedia Order'). See infra. 
Secrian 1V.C lor a mort dciailcd diicussiun of Wor1dCom.s acquisition of lntcrmsdia. 

47 C F.R. $ 1.17 

Applicalions of Intermedia Communications Inc., and WoridCom. Inc., for Consenl lo 
Transfer Control of Corporalions Holding Commission Licensesand Aulhorizalions Pursuant 10 

SedIons214 and 310(d) of the Communicalions Acl and Pads 21, 63, 90, 101. CC Docket No. 
00.206 ai 4 (tiled 01-1 23 2000) (--lnicmwJia Applicaiiun'2 ), availab le a i  

42 

" Id. at 6-7  

46 lnicrmcdia Application. Aiiachmcni [i. Aprccrncni and Plan of Merger 6 3.6 



Suhiidiarics.' as of  ihc dales or filing '' All of l h c r  representations \YL.W false and were known 

by WorldCorn's i rn io r  managemem I O  he l a k e  

Rrmarkahly. Ihc Con1pan)'i lack d'candor nn 11s deal ing with thc Commission 

continues liidily I:or examplc *hen lour ol'i ls senior managers pled guilty 10 criminal fraud 

uhargr i~ WorldCom had hulh dchror . mposiession assignment applications and a number o f  

thcilil ir> applicalionc pcndinp before Ihe FCC Section I 65 or the Commission's Rules requires 

applicaiits to provide lhc agency with ..additional or currccrcd inlormation" whenever 

infonnalioii fumishcd in pcnding applicaliuns i) no longm substantially accurate and complete or 

whcn rhcrr has been a substaniial change as IO any olher matter that may be ofdecislonal 

iipnificancc in a Cummir,iun proceeding inkolving !ha1 application. Dcspilc this clear 

rcquircmsni, 

liaud can\icliona or any other aspect of lhc Company's wrongdoing. Thlhesr violalions alone 

are sullicicnt LO requirc WorldCom tu shwr LBLISC why i t s  aulhoriLalians 

il does not appear ihal W arldCom has c w r  advised the Commission of the crinlinal 

should no1 he 

rc,uked 5 o  

. ~ ~~ 

"  id^ 

47 C.F R b I 65 (a ) .  

'' Scc B1.S a i d  IJLS T i k  Nos. 2001Q423AAA. 199809110P. 20010423AAB, 
20000808AAA. 2000080BAAB. 20010723AAA. 20020507AAA. 20020507AAB. 
20020619AAD. 20020619AAIl .  20020619AAE. 20020619AAG. and 20020619AAJ. 

'' 
for Forl i i lurc , 17 FCC Kcd 9903, 991 I 
IO inlbrm ihe Comniisj ion that its CSM network would nut he compliant with E91 1 Phase II 
d e s  from the dare oldeplaymcm. in spitz or prior represenlatiom 10 the conlrary) 

See,e g , ATBT Wireless Servlces, Inc., Washinglon, D C ,  Notice o r  Apparent Liability 
- 12 (2002) (finding a violalion of Seclion I 65 for failing 
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6. Und ispu ted  Fac ts  In T h e  Public Record E s t a b l i s h T h a t  W o r l d C o m  E n g a g e d  
In F raudu len t  And Cr im ina l  Non-FCC -Related M isconduc t .  

WorldCom cngaged in fraud of enormous proponions. As Atlorney General Thornburgh 

I lavd in liic h r s t  lnlcrim Rcpon. ..WorldCom pcrsunnel res ponded to changing businas 

conditions and cnmings prcs\orcs by taking extraordinary and illegal slcps 10 mask the 

discrepancy betwrm thc financial reality a l  the Company and Wall Street's expectations." I '  In 

lhrcc seperutr schrmrs spanning w w r a l  years . the Company fabricated more than $9 billion in 

phantom r w c n u ~ s  and BIWS Thc l iaud --and the strategic missteps the fraud was d+md 10 

hidc-prccipirated WurldCum'i bankruptcy. with the restilting loss o f  more than $200 bill ion in 

debt and cquily '' WorldCom'c csnior managemcnt no1 only knew o f  the fraud but 

cnthuiiastically panicipaicd m i l  Indccd. WorldCom'i actions had nothing tu do Kith  

ilmhiguuus accounting rulzs or regulatory unirnainry. '' but were understood hy the Company's 

w n i o r  maniigrmcnl IO I h a w  11" basis i n  slandilrd accounting practiccs. 

Based on 11s own mwsligatiun. the SEC. finding (ha! WorldCom .'defrauded investors ... 

I iJn  a achcins dirsclsd a id  sppwwd by i l i  seniur manag~mcnl," filed a civi l  fraud complaint 

" First .rhornhurph Rcporl at 117.  18 

Robert Schocnbcrgcr. WorldCom reveals 83.38 error. The Clarion (MS) ~ Ledger (Aug 1 2  

9. 2002) (noting that then UorldCom Prcsidrnl Juhn W Sidsmorc said that the scandal had led 
directly to the July 2002 Chapter I I hiinkluptcy filing) 

'' A \  SLC Chairman I larvry Pi l l  has s a d  Wur1dCom.s actinns were not a "mistake " but a 
"fraud. ' Hamey L. Pill. Securities and Exchange Commission. Remarks Bcforc thc Econonic 
Cluh o f  N c w  York (June 26, 2002). available a l  hl tp. i i>%wv scc,gov!ns,,cispecch/spchj7ij htm 
(last visited Jan 29 2003) 

'' WorldCom aclnuwlcdgcd to the SEC on July 8. 2002. that "there was no directly 
applicahlc accounting support'' for i t s  accounting statements. 
Section Zl(aJ(1) of the Securities Exchange Act of 1934 re WorldCom, Inc., HP-09440. 7 9 (July 
8, 2002). available at h u p  / h w w  scc g"V!"""/~~tra/\\crcsponsc.hlm (last visited .Ian 29. 2003). 
Seernfra notc 57. 

RevisedSlatement Pursuant lo 
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against WorldCoin i n  July 2002. 111 Novmbcr 2002. the SEC secured a consmr agwment 

against Worldcorn aimcd at enjoinin8 thr Company from funher violations of  the securitirs law 

iind preventing fiinher lalsu rcporling Among other th ing.  u i t h  respect to the purchase or sa IC 

011 wari t ies.  the consent agrccmuni enjoins WorldCom from. '.(a) employing any device, 

schme or anif ice io dcfraud (h) making any untrue statement o f  material fact . . or (c) 

cngaging In an! act. practice or course 01 business which nperaics or would operate as a fraud or 

dcccit iipun any prrsun." '' WorldCom also i s  enjoined from ohraining money or propeny by 

means of any untme rtarsrnent 01 marcrial l i c i "  and from "failing io make or kccp books, 

record' and accou~lts~ which. in rcasonahlr delail. acc urately and rairly reflect the transactions 

and dispoqitions 01 the B ~ C P I C  of Worldcorn -' 

In iidditiun. to date. t i ~ r  fornsr senior managers of the Company. including a corparaic 

o l f iccr~ h o w  heen convicwd o f  c r i r n r ~  aisuciatsd with the fraud I h v i d  F M y e r s  (fomcr Scnior 

Vicc I'rcsldeni and Cuntrullcr o f  WorldCom). 5 9  Hulord Yaws (former Dircctor o f  General 

SECv. WorldCom, Inc . Cibd Action 02 C V  4903. Complaint. at I (S D N.Y.) (Junc 26. 
2002) 

Conwi t  Agrrumcnl ai 2 

Id. ai 2 - 2  

Id .at3-4  

In pleading guili). Mr. Myers teslilied u n d u  oath that he %as instructed on a quanerly 
hasis by senior management to c n s u ~ r  h a t  enirics were  made to falsiry WorldCorn's hooks to 

rcducr WurldCorn's rcporicd actual costs and tlirrcrore to incrcasc WarldCam's rrpwted 
rarnings. 
Worldcorn senior rnamgemenr. such accuuniing adjustments \bere made for which I knew that 
ihcrc w a s  nu jusufcation or docurncntation and which I kncw were not in accordance with 
Gcncrally hcccpicd Accouning Principles." Uniled Statesv Myers, Case No. 02 CR 1261 
(RCC'). ai 14-15 (S.D.N.Y. Scpt 26. 2002) 

5 B  

17 
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Along with othcrs. who worked under 'my supcrvision and at the direction o f  



Acuwnting). 

(fnrmcr Dirrclur ofI.cgal W i t ?  Accounling) 6 2  have alrcady pled guilry 10 a variety ofchargej, 

iiicluding .ccurilics fraud. conspirac) 10 winmil securilies Raud. and submitling false filings to 

the SLC "' A fumier WorldCom officer and board membcr. Scull Sullivan, has been indicted on 

similar charges. and further ind iclmenis u I s m i o r  managers may occur. '' In [he past. the FCC 

IIAS l h n d  fclony uunviuiuns o f  corporate principals. including cunvicrions for crimes unrrlaled 

Belly Vinson (former Director of Milnagemen8 Reponing). '' and Troy Normand 

In pleading guilly. Mr. Yates lcstiiicd undcr oath t h a l  hc "was directed by my supervisors 60 

Iu niak? certain adjustments io WurldCum's reponed tinancial siatemcnts. thc cffcct of which 
u a s  to rcducc WorldCum's rrportcd expenses and incrcase WorldCom .s reported net revenue by 
approxmalely $800 m i l l i o . '  
( S  D N Y. Oct. 7. 2002) While hc was lold "by my suprrvisors that this reducrian w a s  
allribuiablr 10 the release o l ' r c ~ c r ~ c s  hy othcr divisions niihin lhr company,.' Mr Yaws testified. 
hc ' ' \ \as n < ) i  pnividcd with any documenmion 
Id at 14- 15 Mr. Y a l e  funhrr testified (hat he and othcr cmployccs were h e r  %strucred by our 
iupcrvizor, ihai Nor ldCom was going IO capitalize excccr lcascd line costs. These 
ndjuslmcnti had Ihe el'tcct o f  increasing N'or1dcom.s "SI revenues as rcported to the SEC." Id ai 
l j  Mr Yatcs avcnsd lhet rll Ihc time. he "had serious concerns as to whet her this new practice 
\\as in accordani-c n i i h  &cncrally uunting principles.'' which conuerns he "expressed 

Unfled Sfalesv. Yales Case No. 02 CR I144 (BSJ). a i  14 

or dstail IO support the amouni of  thc rcducrion '' 

to #my iupurvisor." Id. 

"I 
111 plcading guiliy. Mh Vinsun Iikewisc testified under oath that she was "ordered by iny 

supcrvisnrs'. IC) makc xcuunl ing adiustmemr which "contravmed generally accepted accounting 
principlrs.' and that in doinp so she ..participalcd bvilh olhers a1 WorldCom . in a scheme that 
i i ivo lwd making f a l x  and miilcading statements o f  material t i c1  related to World Com's 
tinancinl condilion that opcratcd as a fraud upon Ihc purchasers and scllcrs of  WorldCom stock." 
Unrled Sfalesv. Vinson. Case Nu. 02 CK 112') (KWS) (AJP). a i  30. 31 (S V.N.Y~ OCI 10. 2002) 

Mr Normand inadc i imi l i l r  m1cmc111s undcr w i h  and said that hc ' k m c  to believe that h l  

lhcsc ad~iusimciits \ICIC k i n g  dirrcled to makc in WurldCom's financial staicmcnis had no 
j~isi i t icarian and cantmbcned gmerall) acccpicd accouniing principles. I cancluded that Ihe 
purpose ol lhcsc adjuslmeiili 911s IO income ctl) inf law WorldConi's rcponcd earnings in order IO 

mect rhcir upccrarions of sccuriIics annlysrc and uliimniely mislead the investing public as lo Ihc 
cumpany's financial condition" United Slafesv. Normand. Case N o  02 CR 1341, at 45 
(S.1) N Y Ocl. 10. 2002). 

" Felony wnvictions hared on guilty pleas arc rclcvant io the FCC's charactcr qualification 
inquiry. jus1 8s felony comiclions based on jury trials arc. See,e.g., Richards. Initial Decisiun uf 
Admini\lrative Law Judge. 9 FCC Rcd 3604 (1994) 

h' United Sfalesv Sullivan. Case N o  02 CK I I44  (BSJ) ( S  D.N.Y.). 
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WnrldCom's rake p n w t h  prcdictions railed 10 matcrialirc. WorldCom "cooked" i ts books to 

s h w  rcvcnucs and margins Lonsiitciii with Wall Strect expectatwns. 

Msanwhile. WorldCom's honest comperiturs. haltlrd by WorldCam's apparenl succcss 

in spire U I  unravorahlc market condilions, priced their services at unsunainably low levels i n  

tuiile attempts 10 match WurldConi's 

coiisequenses '' According 11) Sprinls Chairman and CEO William Esrey, .'[wlr kept asking 

o w ~ c l r c s  >\ha[ \IC M C W  doing wrong As IVC discovcred. the margins were a work o f  tiction and 

thcir dcstructibe effect on iiur industry uas very real..' 

WorldCom's false claims and numhrrs. 3 number ofcoinpanics have been forced 10 seek 

hankruptc) protection 'I  

rake revenue growth and ,margins . with disastrous 

As a direct result o f  their rcliance on 

Not only did WorldC'om', lraudulcnl financial filings create unrealistic expectalions foi 

al l  cnrricrs. hut thc) also enabled WorldCom IO disadvantagc ils competitors by eitcnding the 

Cornpan)'> p p r a p h i c  and product markets. As discusscd above. the Company's prefemrd 

means ut'cxrcuting [hi< qchrmr was tu iisc i ts  fraudulently inflntcd stock to acquire other 

huqincss and produit liiics 

t'awrable l c m s  it could iiut ulhcrrxisc h a w  ohtaincd. The Commission's OM" proccsscs were 

I t  alsu u d  i t s  kited balance ihccls to borrow billions a i  dollars on 

'' SeeCraiidall Study 31 5 .  Seealso Palrick Ihibudcau, Sprint CEO Hrls WorldCom. Cites 
Long- Term Industry Damage, Computer World, Oct. 2 I, 2002, available at  

visited Jan 26, 2003) 

" 

800%. Pres Release. .A,ensio & Company. Inc.. June 26. 2002. available at 
lirtp / m > b n  sscniio.coni:World Comlni'onll htm (lasr visited Jan 29, 2003) 

'I Crandall Stud) 81 i; Yochi J Drcarzn. Behind the Fiber Glul-Telecorn Carriers Were 
Driven By Wildly Oplrmistrc Data on lnlernel's Growih Rate. The Wall Street Journal, Scpt 26 
2002. at B I  

h t t p . i h w v  cumputmrorld ~omlm;rna~cn~c~~t lop l r , l r jp lzwr) i0 .  I(18U I ,752YX.O(l.html ) ( las t  

Id. Seealso WorldCorn Admits lo Inapproprialely Inflating Reported Earnings by Over 
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used in funherancr o f  this anticompetitive 

2000. " WorldCom lilcd an application aith ihc FCC for conscnt to acquire control of 

Intermedia. '' 
exchmgc at'owr\alucd stock and acquisition o f  existing debt. 

conduct. '' Specifically. as noted above, in October 

WorldCoin paid no cash for Intcrmrdia. it was acquircd cnlirely through the 

According to WarldC'om. i t s  particular intent was to acquire Intermedia's controlling 

intCrm in  Oigex. "a Icading provider o f  complex. nlanaged web -hosting services 10 business 

customers '. '' 1 1 1  tict. in i t s  npplicaiions. WorldCum represented to the Commission that thc 

"cumbinatlo n o t  the complcmcntary sircngihs of Uigex and WorldCom in the wrbsile and weh 

enabled applications hoaling buiineses wil l  create a ilronge, more effective and more 

As calculated by Attomcy (icnsrol Thornburgh, bclween 1999 and 2001. Worldcorn's 72 

rcpurtcd r rvc i i ue~  inore than doubled -from approximotcly 617.6 bil l ion to more rhan 539 
hill ion -and the Company acquired 63 7 billion iii additional no ia  payable and long -term dcb! 
F i r 1  Tho rnhurgh Rcpun at 19. ?(I 

By this time. o f  i 'ourz~. WorldCom had already hooked 6 quarters o f  fraudulent tiinancia1 il 

reports. SeeTirqi Thornhurph Kepori at IOU 

" Among other businesses. Iniermedia provided "mtcgratrd data and voice communications 
zcwiccs. including frame relay sznices. lnlernei connectiviry. private line dam local. long 
distance, intcrnatinnal and clstcms integmlion serviccs lo approximately 90,000 business and 
gobcrninent c u s ~ o n ~ c r ~  thruuglwut Uic United Stass." Inlermedia Order. 16 FCC Rcd ai 1018. 

'' Seelntemsdia Application ill I WurldCvin rcprcseniud Io thc Commission that i t  

mtmdcd tu sell the assdts of Intermedia. rxccpt fur Digex. lnlermedia Order, 16 FCC Rcd at 
l O l X  Indeed. WorldCam entzred into a I'ropored Final Judgmeni and Praposcd Hold Separate 
Sripulation ,and Ordcr with thc Dcpanmcnt o f  Justice which required the divestiture of 

Intcmicdia's oilier assets. and grant of  the applications was conditioned an ihe divestilure 
Inlermedia Order, 16 I CC Kcd at 1024. Ilo\\ever. i t  appears that WorldCom v a s  cvcntually 
allowed to retain a l l  o f  Intrrrnedia's assets On Novcmher 20, 2001. the Commission announced 
that. ;it WurldCom', rcqucst and \rith ihe agreement ol ' the Dcpiinmcnt of Justice, i l  had 
modified the mrrgcr cunditi ons I U  "permil WorldCam to absorb the non -Inlemct businesses of  
Intzrmcdia." Common Carrier, Infernational. and Wireless Telecommunications Bureaus 
Modrv WoridCom-intermedia Merger Condilions. Public Notice. IDA 01 -2121 (rel. Nav 20: 
2001)  
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i i i nwa t i v r  competitor lor ihcce ccwiccs, a l l t r ing a uider  and more robust array of produc  IS"'^ 

As WorldCam iald lhc FCC. 

'Ihe transactioli is also C r i t i d  far Digex's future growth and 
dcvelopmcnt Through this transaclion. Uigex gains B C C C S S  to 
WorldCom'i capital, a warldlride sales force and a qignificant base 
oi  enterprise u w m c r i  for cross -sellins " 

WorldCom rialcd that by giving Inlcmmcdia "access to financing needed far capital 

crpcnditurrs and operating expenses. Ihe merger wi l l  ensurc thal Intrrmedia remains an eftccrive 

iompcutor in the pruvii inn of  local and lung disinni-e service, 10 business c~s tomer~ . "  '' 
Imnicidy. WarldCoin prudictcd tho1 "a financially srrongrr Iniurmcdia will he bcltcr able 10 

x w i c e  i ts  corc C U S I U ~ P ~ C  and ensure lhat ihcy continue to enjoy thr l e~c l  of service 10 v.hich 

they arc accuslomed.'. '' 
In reliance on 1 hcsc v;Irious curnpclitivs reprrirntalions. the Common Carrier 

Intcrnaliond. and Wirclcss Tclccommonicniions H u m u s .  acting on dclegated authority, 

oppruvcd ihc merger I hc combined Rureiius b u n d  !hat .'the merger i s  likely to sewc ihc public 

inwrest hecausr WurldConls acquisition 01'  Digex wil l  inure quickly provide WorldCum wilh 

~CZOLNCCS II currrnily lacks. making WorldCuni a stronga comperitur in the provision o f  next 

gCnCraliOn communicalion, services 10 businms customers.'. Thc Bureaus rpccifically noted 

WorldCom's claim I l i~l "xqui5i l ion o f  Digcx.s 'sta~e -o i - the-un i)sIcms. are necded to compete 

'' Seelntcrmedia Applicalian a1 1-2 

'' Id. ai 6 Siinilarly. WorldCom also rcpresrntcd ihat Ihc transaction '.also will provide 
Intcrmrdia IICCCSS tu Ihc funding rhat i l  nccds tu continue 10 provide local. long distance and 
0th- iclccomrnmications services io iis CUI tomcrs." Id at 2 

'' Id. at 7 

'' Id. 

Intermedia Order. 16 FCC Rcd at 1023 
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lliruugh Ihr assumplion ofdch l .  In order to assume its target 5' dehls. WorldCam had to obtain 

consenls Crom their lenders WorldCom presumably obtained these consents in the same mannn 

ar il ohiained the aforementioned 

rcgilrding Ihc staic o f  the Company-s financial affairs 

loans -by providing lhc lrndrrs with l ahe  information 

lh Ihc cxlent that WnrldCom ussd false financial infomillion io obtain loam or assume 

drh i i .  iind rhrsc dcba arc dischareed in bankruptcy. WurldCom wil l  essentially have ohtaincd 

Ihc assels purchased Hilh lhcru funds for free. In this inr lancc, the bankruptcy process wi l l  act as 

3 laundcring mechanism lor Wur1dCom.s Iraudulcntly ublained asscls. The result will bc no 

diffcrenl than i f  WarldCom had robbed a hank If this is allowed IO occur. WarldCom will 

obtain an d u r i n g  ~in lawlul  coinpe t i l ive advanrage from its fraudulent conduct. including 

cnnducl u i lh in  the jurisdiction o f  this Comnirsion 

11) sum. WorldCom's dishonesl behavior has heen appalling. The C0mpany.s lies wrre 

frequrnl. purposcful. and. tiltimarrly. dcstruclive to a vas1 s w a i  he o f th r  U S  economy. By lying 

ahnut i t s  t i i iancid hcallh. WnrldCom truslralcd rhe e f h r i s  01.11s competilors. its suppliers. i ts  

lenders. and thc Commission tu assess accuratcly lhr lhealth o f  WorldCom and the 

lclewmrnunicalims marketplace in general. lndred. had WorldCom no1 lied so prrvasivcly. i t  is 

possihlc i l l a t  olhcr markcl pxi icipants would h a w  made morr ralional investment and expansion 

decisions and in the process. prwcnled thc riverly aggressive build -out of lransporl capacity ihat 

Icd IO the currrnt crisis in the indurtr) Because Wor1dCom.s violalions were knowing and 

uil l lul. bccausc ihey ~vcru dcsigned IO unfairl) enhance lhe Company's competitive posilion a1 

(he cypcnsc 01 its ~ ~ i n p ~ t i l o r s .  and because chose actions no\\ threaten IO cause additional harm 

ihould WorldCom he allowed to lu r lhc r  profit from ihcm, the Conimission must take immediate 
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action holh IO remedy pas1 liilrms and IO protccl Ihe public i i i l e r e ~ l  in a healthy and stable 

Lrlccumrnunications industr). 

V. THE PUBLIC INTEREST REQUIR ESTHE COMMISSION TO REMEDY THE 
F I N 1  CA- 

As cclahlishcd shwc. WurldCurn's wrongdoing has caused suhslantial h a m  to i t s  

iompcliturs. IO compculiun. and to Ihr cntirt. trlccomm mical ions industry Worldcorn's false 

s131ernen15 ahou1 the grow111 01 Interne1 tratfic and iis a ~ m  cnpiral expenditures were a signiticant 

h o r  in crearing lhr cap3cit) glur lhal now plagws the induslry Wor1dCorn.s fraudulenl 

inflalion u l  ils rr\-enuci and prol i l  margins had an c l lcc t  similar to [hat of a predatory pricing 

scheme - i l  Ibrcrd cuniprlilurs IO IOMC~ lhcir priccs t w  unzuctainahlc levels to carnpele with 

WorldConli 

zmill lcr competitors ii i io hankruplcy WorldCurn also acquired idccommunicalions assets and 

cuslumer relationships II never should havc had Many 01' rhc transactions thal "built" 

WarldCom ncwr would lhaw accurrrd had Ihe truth hecn kno\cn ahaul WarldCom's finances 

None 0 1  lhecs l ia rms  10 ths IC~rCOmmUlliCdliOnS induslr) or aniair cornpelltive advanlagcs 

.;ccurcd by WorldCom arc redresscd hy changes in  pcnonncl a i  WorldCom or by mana&ummt's 

proiniccs to ahide h) the l a w  in the ruluru 

opparml 'succ<ss " '' ~I his schcnic cuccceded in driving some of Worldcorn's 

A. WorldCom's Continued Exercise Of FCC LicensesAnd Authorizations 
Would Reward Its Fraudulent Conduct. 

It i~ wll esrahlishrd l h a l  "an imponant aspect o r l h e  public inlerest i s  promoling 

cumprliliun 10 Ihc c ~ t c n t  lcnsihle and laking apprapriare regulalury slcps to ensure that 
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cumpclit iun i s  tair .""  The Conmission's r d i l ~ r r  to investigate WorldCom and remedy i t s  

wrongdoing Mil l  pem7il WurldCom to emerge from bankruptcy bvith a competitive advantage 

ohtsined solely as a rcsuI1 o r  ils fraud. Such a r c u k  \\uuld not serve !he public inter est 

would he hindamentallp unt i i r  to honest compctitors. would undermine compctition i n  every 

lelecoiiimunications markct in which WorldCom panicipatcs and Kould not represent lhe highat  

m d  hcrt ~ i s r  of WorldCum'> ilsisls 

11 

rhc lailurr to invrsligale and redrcss WorldCom's wrongdoings hy disqualifying i l  as an 

rCC liccmcc wi l l  givc that company a signilkant conipstiti\e advanlags over its honest 

competitors 89 Hecauac WorldCom d l  m a i n  ils liaudiilently acquired assets. i t  will continue to 

psrlicipa IC in product and gcopph ic  market5 that I t  would not lhave rntcred hut for i t s  

fraudulent activities to lhe detriment u t  other carriers coinpcling in those markets In addition. 

WorldCom \\ill achirvc R further competitive advaniilgt. over uthcr carricrs whe n. as a reiull of 

\VorldCom.i bankruptcy and thc uttcndilnl Cwgivmcss of  ili debts. these carriers art. t'oiccd to 

ahrorh significant Ikwcs Iur \crviu.s that r h q  provided tu WorldCom hul for which iher were 

incvcr paid 

'* Reviewof the Pioneer's Preference Rules Second Report and Order and Funher Nolice 
o f  Proposcd Rulemnking. 10 PC'C Kcd 4523. 4527 (1995) Seealso Revisionofthe Rulesand 
Policies for the Direct Broadcast Salellile Service, Notice o f  Proposed Rulemaking, I I FCC Rcd 
1297. 13 111 (1995). Amendmenfof Park 73 and 76 of the Commission's RulesRelating lo 
Program Exclusivity m Ihe Cable and Broadcast Induslries. Report and Order. 3 FCC Rcd 5299. 
5299.300 (1988). 

'' Experls Debate Bankruplcy Policy, Many Worry ScandaAPlagued WorldCom WIN Be 
Rewarded. PR Ncrrwire, Sept. 21. 2002 (quoting Sliing Yin. a Senior Analyst a1 RHK, Inc.). 
availahlc at  hitp / ; w w v  ncns in i l l cn iumrc i~a rc l~ .u r~ /n~~~c i rc l cas~s i lY2702 .h tn~ l  (last visitrd Jan 
29. 20031. 
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~~ ~~ ~~~ ~ ~~~~~~~~~ ~~~ ~~ ~ ~ 

Mnreobcr. WuildC'om uill habe thc a h  ilili and incentive to undercut its rivals' prices and 

Ibu! llieni 10 engagc in anvthcr round of uniurainablc pricc CUIS As economist Dr. Robcrl W. 

('randoll 118s unplaincd 

[Tlhc hailoul o i  WorldC'om would elininatc the massive deb! i t  

incuned 1 0  I ' O ~ F L ~ U C  1 its nctwork. which would place WorldCam in 
"a m w h  slmngcr position to compere on pricing." . . .  [Tlhe 
inw i t i v r s  o i  a drht-free WorldCorn paint toward aggressive price - 
cutring behavior . .  Because rival communicalions networks are 
slralcgic suhstilutcs. thc bcsl rcsponsc o f  one Carrier to a pricc 
decrease by another carrier is 10 lower its price The equilibrium 
o i  such a pmc could bc mass iw industry collapse Lrith Ihc 
possibility that lhc remaining camiers nou ld  be forced to declare 
bankruptcy. O0 

I'crmili ing WorldCnm IO rcarganirc in bankruptcy and emerge * i th its FCC uurhoriuriuns 

iittact. u i t h  l i t i le or no dehr. and with 8 zero cost -basis for its a s c t s  \ w ~ i l d  further deslabdirc thc 

shaken i r l r~~i i iml l i i icat iuns induslry I h a  would allow WorldCom 10 underc ut its rivals on 

pricing and ICII\-C lhiincsl curnpc l~ lws -rvho hare hcen farced IO absorb enormous financial 

IDSSCS and may receiw only prnnics on the dullar lor ccrviccs probided IO WorldCarn --uilh the 

same I lobmn's clioicr they ldccd whcn competing svilh WorldCo m prior to bankruplcy cilher 

mest Wor1dCom.s prices and risk bcing unable 10 scrvicc debt obligations and rrcwrr 

Such a result clearly would no1 stwe the public n~vcs tmmts  in a s i r i s  or exit tlic ~narkciplncc. 

~nterest or promole stahle. I o q - l c r m  comp etition among IrlrCoiiimUilicalions providers 

Funhemore. WorldConi'\ cmcrgcncc from bankruptcy ullimalely wi l l  no1 cure the i l l s  

a glut 01 UICCFS capacily and an uiisiirlainable businms plan-[hat landed WorldCom in 

. . ~~ 

'''I 

AHer Bankruptcy, Nali i i i ial  Jaumal's Technology Daily. Scpt. 27, 2002 (quoting Janice Auns. 
I'rraidrnt and CEO o t  Onvoy. who prrdicls !hat WorldCom wil l  Xmerge essentially dcht free 
l iom it, bankmptc) and [ u i l l  be positiuncd 10 oflcr lower prices !ha1 wil l  further slrcss [he 

I C ~ C C U ~  industry-'). 

Crdndilll Study 81 24-25.  Seealso Tcri Ruukcr. Analysts Consider WorIdCom's Fulure 
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haiikriiplc? uuun in ihc firs1 place '' As Dr. Crandall has noted. JiJf Ihc accounting lraud were 

thc colc reason Ibr WcirldCam'i railwe. pcrhaps a reorgani~aiion coupled m'ith new managemmi 

could save thc cntrqmie. I Inrortunately. ihc apparenlly inientional accounting errors w r e  a 

symptom. no 1 a causc. ut' WarldCom's 

hankruplcy. WorldCom will . - h a w  diificulty using iis assels rfticienily.' and may noi be "a 

Llahlc long-term competilor.' '' Thus. allnlrinp WorldCum to rclain its licenses and 

euthoriiarions mill do gravc zhori -ann damage to ihu cnlire industry. \bhile doing nothing lo 

mhancc Lhr public inleresi in !he lung - i e m  

111 healih'. " Like many orher companies merg ing  from 

In vicu of the ldci that cmcrgcncc or WurldCom from bankrupicy wi l l  nul cure the 

C'uinpany '~  i l k  and likcly n i l1  funhe r undcminc coiiipeliliun in  [he telecammunicalions 

mduitr). ihc Comniissiun should revokc WorldCom's aurhorilaiions and permit rnarkci forcer to 

dcicrmine Ihc highmt and hcsl usc o i  WorldCuni's constitucnt paris. Such action would promote 

compclirion and ihcrehy proinotc [he puhlic inicresi hy placing the WorldCom asscth in the 

hmds o f  panics ihal can use lhr i i i  m a l  efficienily As Ur. C'randall has puI it. ..lmlore cfticieni 

linni ~1111 he able to usc Ihs a s c t ~  I ~ W U  d l ic i rn t ly .  which wi l l  lead io lowcr pri ccs and grralcr 

L' I I~~LI I IW wlh . "  '" Rewcaiion of WorldCum's licenses would also level ihc playing ficld by 

ensuring ihai WorldCom's n s c i s  are awncd hy somconc who acquired them at fa i r  market value 

and. ihur. has B cos1 i l r u ~ l u r r  on par rvith lhonai comp cliiors ihat h a w  inveslrd l iravily in 

providing qwl i ty  services. which is a prcrrquisilc I o  roloring Fair cumprtition. 

Crandall Srudy at 24 (.'[T]hc CBUSCS of WorIdCom's railure arc syslrmic -ihcy cannot hc 
uiidonc in B hankrupic) pruccrdiiig."). 

'I' Id. 

Id. ill 2: 

Id a1 27. 

,, i 
41 
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An) result ntlicr ihan r c ~ o c a l ~ o n  of WorldCom's authurizations would pern i l  the 

Company tu funhcr capilalizc on i t s  fraud and thus wo uld serve only 10 disadvantagc 

MorldConi's 

lmst mnrc sprctacularl) and  mure egrcgiousl) than any other licensee i n  the history of Ihe FCC. 

Such an o ~ t ~ ~ n i e  could no1 possibly cenie thc public inlercsi 

huna i  competitors rather than call to account a company that violated thc puhlic 

6. 

Thc Coniiniision cannot pcrniit Wur1dCam.s hankrunicy 10 i i iwlate i t  from an 

invesligation and lhr regulator) cnnrcqucncer 01' its niassiw iraud Companies in hankru ptcy 

arc nut cxcuscd from biolations of ihe  FCC's r u b  and policies. Indeed. the Commission itrclf 

h a  slated that thc r2ct of h a n h p l c y  uill 1101 .'shield'. an applicnn1.s or liccnsce.s sicwardship o f  

i l i c  puhlic interm or its conduct liom icmiiny. '' 

WorldCom's Bankruptcy Filing Cannot Insulate It From FCC Action. 

Morcnvcr. the I CC undoubtedl) has authority 10 m w c  forward with an investigation o i  

WarldCom'.: lraud despite [he wlomatic stay provir ium o f  Ihe Bankruptcy Code. which prevent 

the C C I ~ I C ' Z  creditors and orher inrereslcd panics irom laking a \ariery o i a c  tiom against ihc 

dshlor. Sci-tion 3hZ(h)(4) 01 the Bankruptcy Codc contains a spccitic exception to the aulonialic 

,lay pruLision ihai pcrmit.; "sornnicncrmrnt or conlinualian or an aclion or proceeding by a 

g o v m m r n ~ a l  unn . . . to cnforce such govcrnnicnta I unit's regulatory power. including !he 

enlbrccment d a~judgmmt oilier than a nioney judgment.' 96 Cams h a w  routinely held ihai 

'" 

7 (1985). Peorfa Community Broadcasters, Inc.. Memorandum 
31 I. 327 (19XO) 
Order. and Noiicc o i  Oppununily fur tlsaring fur Furfeiture. 12 FCC Rcd 148Y6 (1997). 

Magic Valley Broadcasting, Inc.. l learing Dcsignation Order, 1985 FCC LEXlS 2850. n 
Opinion and Ordcr. 79 F.C C. 2d 

Seealso MobileMedia COT., Order to Show Cause. Hearing Designation 

I I IJ S C~ 6 362(hj(4): NexlWave Pers. Cornms., Inc. v FCC. 254 F 3d 130 (D C Cir. 
2001). alfd . 2003 U.S. L t X I S  1059. at * I 7  (2003) ( " T h e  are. for example, regulatory 
cxcmplions lrom the Bmkmplcy Code's automatic stq provisions."): Bell Aflanlic-Delaware 
Inc v. MCI Telecomrns. Corp . Memuranduin Opinion Order. 17 FCC Rcd 15918 (2002) 
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EXHIBIT A 



VERIZON TELEPHONE COMPANIES 

The Vcri iun lelrphonc Curnpanicc are the Inca1 exchange carriers affil iaied with 
Veriron Communications l i i c  .lhcsc are 

Consl ut'llie South. l i i c  dh /n  Vcriron M i d  -S lnss 
(iTE Midncsl  Incorporaled d h i a  Verixon Midw'est 
CirF Southna i  lncorporaicd d h / a  Vcriinn Suuihwejr 
Thc Micruncsiaii Telccommunicatians Curporation 
Vcriron Calilomia l i i c  
Vcri iuo Ik laware Inc 
Veriion Florida Inc 
Vcriron I Imva i i  Inc 
Vcriioii Mar) lalid Inc 
Vcrimn N c u  tingland Inc 
Vcriroii Ncw ICTSC) l i ic. 
Verirun Neu York Inc 
Vcri/oii Nonh lnc. 
Veriron Nor1h-w liic 

Veriran Pcnns>hania Inc 
Veriron Sourh Inc 
Vcriron Vireinia Inc. 
Vcriron Washinglon. IIC lnc. 
Vrriron Wssr Coast I nc  
Vcrimn Mot Virginia Inc 
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